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Should Taxes Be Bigger and 
How Can They Be Better? 


* 


Mr. FriepMan: The American people are now paying more, though 
smaller, dollars in taxes than ever before in our history—more even 
than during World War II. Of course, many people have more income 
with which to pay these taxes; but the percentage of income taken by 
taxes is not much lower than at the height of World War II. 

Two days ago the Senate approved a bill to raise taxes still higher— 
by a total of five and one-half billion dollars. Many believe that this tax 
increase did not go far enough—that still higher taxes are needed if the 
nation is to pay as we go for the enormous armaments expenditure. 
They say that these high taxes are not high enough to stop inflation. 

But there are others who believe that we are nearing the limit of taxa- 
tion. They fear that taxes are getting so high that the basic strength of 
the American economic system is being undermined. 

Ruttenberg, what was the status of congressional action on taxes 
when you left Washington yesterday? 


Mr. Rutrenserc: Of course, as you already indicated, the Senate 
passed its bill two days ago. This bill fell short by one and one-half bil- 
lion dollars of the amount of revenue which a similar tax bill raised in 
the House of Representatives; and it fell about four and one-half billion 
dollars short of what the Administration had been requesting. 

During the course of the debate in the Senate over this bill, some fif- 
reen senators joined together, led by Senator Humphrey of Minnesota 
and Senator Douglas of Illinois, in an attempt to raise the Senate bill 
-o at least the ten-billion-dollar level which the Administration had re- 
quested. They failed in each of their efforts to raise the bill. The Senate 
Finance Committee’s bill was passed as reported out by committee. It 
10w goes before the House and Senate to iron out the differences which 
=xisted between their bills. 

I think that the compromise bill will not be in excess of six billion 
Jollars in revenue—thus still some four billion short of meeting the esti- 
nated deficit for the coming year. 


1 


iz THE UNIVERSITY OF CHICAGO ROUND TABLE 


Mr. FrrepMan: Johnson, does this seem to be a bill which is reason- 
ably adequate for the present purposes or not? 


Mr. Jounson: In my opinion it comes rather close. I say this for at 


least two reasons: The first is that there has been some trimming of 
the estimated expenditures, and they will not be quite so high for this 
year as had been requested by the Administration. The other reason is 
that the receipts under the present proposal and the taxes which we 
now have in effect will probably run larger than had been originally 
estimated. So, at most, there may be a deficit of two or three billion 
dollars. There is even some possibility, if expenditures are not so large 


as those actually requested, that the deficit for this fiscal year will be 


very close to zero. 
Mr. Friepman: Is this taking into account the new tax bill, or not? 


Mr. Jounson: Yes, this takes into account the new tax bill. However, 


it does not assume that it will raise the full six billion additional rev- 


enue, because it will be in effect only about half of the year. 


Mr. Rutrensere: Of course, your judgment on that point differs from 
that of the Administration in terms of the level of the deficit for this 
current fiscal year. I wonder whether you are basing your judgment as 
to whether or not there will be a smaller deficit upon the fact that we 
might be able to come closer in balance because of rising prices and 
thereby get added taxes through inflation. I think, of course, that this 


would be dangerous. We really ought to do something about control- | 


ling prices and inflation so that we do not balance our budgets through 
higher taxes coming out of inflation. 


Mr. Jounson: No, it does not come from that. It comes from, first, | 


the fact that in the past there has generally been a tendency for the 
estimates of expenditures to be too large and the estimates of receipts 


to be too small. If we take a year ago as an example, it was estimated | 


that there would be about a ten-billion-dollar deficit for last year. Actu- 
ally we had a surplus of about seven billion, even though additional tax 
revenues were not very important. 


Of course, I must agree that a considerable part of this surplus, or 
error, was due to higher prices; but a considerable proportion was due | 
to the fact that expenditures did not rise quite so fast as had been antic- | 


ipated, and I think that that will also be true this year. The military 
simply will not be able to expend their scheduled amounts. 


Mr. FriepMan: Of course, this is not exceptional. It has been a rare 


j 
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year in recent decades that the official estimate of receipts has not been 
too small and the official estimate of the deficit too large. So that it is 
not unreasonable to suppose, I think, that with this tax bill we will, for 
the year as a whole, come close to balancing the budget. 


Mk. Jonnson: Yes. It should be commented here that we should not 
be too optimistic for the year following this one. The situation then 
will be quite different. If military and other expenditures go to the 
levels planned within another year, we might actually have, by the end 
of this fiscal year or during the next fiscal year, a deficit of about ten 
billion dollars, even with a tax bill like the one which the Senate has 
passed. 


Mr. Rutrensere: Yes, I think that that is perfectly true, and that ex- 
plains, in part, I think, the reason why the Administration is so inter- 
ested in increasing taxes more than either the Senate or the House bill. 
It certainly explains the reasoning and thinking behind the action of 
the group of senators who were proposing to raise taxes considerably 
more than either the House or the Senate bill does. For example, it takes, 
as we have seen this year, some seven or eight months for the Congress 
of the United States to agree upon a bill. This means that during the 
current year, while the tax bill will increase the revenues, let us say, by 
six billion dollars, really for this current fiscal year less than half of 
that will be applicable on the current year’s income. In order to be pre- 
pared for that same kind of a situation and in order really to keep from 
being confronted with another debate in Congress next year and with 
a new tax bill which would not come around until August, 1952—these 
were the main reasons why the fifteen senators and the Administration 
itself were so interested in getting a tax bill this time which would be 
sufficiently large to help meet part of this deficit of some ten billion 
dollars which will be in existence, come a year and a half from now. 


Mr. FriepMan: To get the problem straight, as I see your discussion 
up to this point, what we are saying is that if we look forward to the 
next six or seven months, it is highly likely that during that period the 
ederal budget will not be far out of balance and that during that 
yeriod there will be no inflationary pressure coming from the side of 
sovernment deficit but that, on the other hand, if we look forward to, 
et us say, next June or the period after that, the expectation is that there 
will be a deficit of something like ten billion dollars to be met. The real 
sroblem as you see it, Ruttenberg, is not the tax revenues during the 
1ext few months but the period from June of next year, and beyond. 
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This raises the question that so many people have been asking of 
whether we can go that much further in raising taxes; whether, when 
we get to that level of expenditures, we can and ought to continue on a_ 
pay-as-you-go basis. 


Mr. Rurrenserc: Yes, I think that that is the question completely. 
We were confronted with the problem in congressional committees and 
particularly by the leaders of the Senate Finance Committee. Senator 
George on the Democratic side and Senator Milliken on the Republican 
side said almost in effect that we cannot raise taxes any more than the 
amount now proposed in the Senate bill unless we resort to types of | 
taxes which the federal government has never used before. Senator 
Milliken typified this when, some few months ago, he asked me this 
specific question, as I was testifying on taxes. He said, “If the federal 
budget gets in the neighborhood of some eighty billion dollars, which it 
is now contemplated that it will get next year, the budget will be out | 
of balance by some ten billion or more dollars. Do you think that we 
can raise that amount of money?” 

The implication of his question was that he thought we could not. 
I said, frankly and candidly, that I think we can and should. And I 
would say that we should have a balanced budget and be on a pay-as- 
we-go basis, certainly within a scope of a seventy-five-to-eighty- or 
maybe eighty-five-billion-dollar expenditure program. I would re-. 
examine this, however, if our expenditures would exceed some eighty- 
five billion dollars; but up to the level of that I think we can and should - 
balance the budget. 


Mr. FriepMan: To look just at the tax side seems to me to be highly 
misleading. The real question is not whether we can raise the taxes but 
whether we can afford the expenditures which are to be paid for by 
the taxes. The real cost to this nation of engaging in an armaments 
effort consists of the goods and services which we must do without be- 
cause the manpower, the machines, and so on, which we would other- | 
wise use to produce civilian goods are being used for the armaments 
effort. This is the real cost. 

The question of taxes comes down to the question of how that cost 
is distributed among the people. If we do not raise enough taxes to meet | 
that bill, we will nonetheless pay for it; but we may then pay for it in 
other forms, through inflation or otherwise. 


Mr. Jounson: This is, of course, a very complex question which you 
have raised here, both as to how much the economy can afford and as. 
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o how much the economy can spend on military effort. Present military 
problems and tactics are really so complex that it is difficult for us as 
ivilians to determine how much should be spent on them, which really 
neans that, up to the present time, we have pretty largely let the mili- 
ary decide how large the expenditure on the military effort should be. 
[his is evidenced by the recent action upon the military budget where 
t was finally possible to reach a decision only to cut it 24 per cent 
icross the board. 


Mr. Rurrenserc: I am inclined to think that, while certainly leaving 
he decision of the level of military expenditures to the military is dan- 
serous in the sense that they are no more or less susceptible to efficiency 
mr inefficiency than anybody else and while it is important that there be 
ome civilian determination of the level of military expenditures, basi- 
ally we have to approach this problem not from the amount of taxes 
which we have available to meet government expenditures—that is 
ncidental—but from the basic and fundamental decision as to how 
nuch is needed, by either military or civilian decision, to be spent on 
nilitary equipment to do the job which is necessary to defend ourselves 
ind allies. If we cannot raise enough money to pay for this through 
axes, then let us do it some other way. But let us try to raise as 
nuch of it as we can through taxes. 


Mr. FriepMan: There is no disagreement, among the three of us at 
ny rate, about the desirability of a strong and important and large mili- 
ary effort. My only point here would be that we cannot abdicate the 
lecision about what is or is not necessary and leave it entirely to the 
nilitary. This is a question in which the civilians have a fundamental 
nterest and in which they must participate. There must, after all, be 
ome limit to the amount of our resources which we need to devote to 
he military effort, if we are, in fact, to build a force strong enough to 
ontain Russia. After all, our present military effort, or the presently 
roposed military effort, it is roughly estimated, right now is compa- 
able in magnitude to the entire national income of Soviet Russia. 
These are crude and rough estimates which nobody will take too seri- 
usly, but they indicate that we are certainly approaching a level of 
nilitary expenditure in which we ought to be able to produce a force 
nore than strong enough to provide that security which is, of course, 
he first essential element of our national policy. 


‘Mr. Rurrenserc: We have talked pretty much, have we-not, about 
he fact that taxes should be bigger? We are pretty much in agreement 
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on that. One of our big problems is: Can taxes be better, or just how 
would we raise these taxes? I am inclined to think that the current dis- 
cussion that we cannot raise individual income taxes more, because it — 
would be confiscatory upon high-income individuals, is a point which 
is not well taken. I noticed recently an article in the Saturday Evening 
Post by Roswell McGill, who used to be an Assistant Secretary of the 
Treasury, who is a tax expert, and who, I think, should know better. 
In this article he says that we cannot tax high-income individuals more. 
He says that we could not raise more than about three and one-half 
billion dollars even if we confiscated everything which individuals have 
above ten thousand dollars. I think that he is using misleading figures. 
Of course, actually, nobody is advocating confiscating all incomes above | 
ten thousand. But we would, if we did do that, raise some twenty-five 
billion dollars in taxes, not the three and one-half which he argues. 


Mr. FrrepMan: I do not want to enter into any discussion of these — 
particuar figures or this particular article, but it seems to me that there 
is a real point there that our present tax structure on individual in- 
comes is so high in the upper brackets that it simply is true that the 
great bulk of any additional increase in taxes must come from the ordi- 
nary people of this country—those who are in what we tend to call the 
“middle-income” brackets. 


Mr. Jonnson: That really raises the question then of the nature, per- 
haps, of the tax proposals which we might consider to increase the | 
revenue to the magnitudes which we have indicated here as necessary to 
wipe out much or all of the ten-billion-dollar deficit of next year. 


Mr. FrrepMan: Of course, in that connection I do think that the kind | 
of figures Ruttenberg was citing are often misused. While it is true, on 
the one hand, that there is not very much income left at the top of the 
income pyramid to be taxed, it does not follow from this that we have | 
to go to the very bottom to get it. The right conclusion, I think, is that 
the bulk of our tax effort must be and should be on those middle 
ranges of income—the people who are above the very bottom, the sub- | 


sistence level, but not the people who, by general concept, would be | 
called the “rich.” 


Mr. Rurrensere: I think that people like Roswell McGill and others | 
come to the conclusion that we have to have a sales tax, because there | 
are No more income taxes to be raised from those high-income indi-| 
viduals. This is a false conclusion to come to. | 
| 
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Mr. FriepMan: What would you say about the major areas in which 
we might raise additional taxes? 


Mr. Rutrenzerc: I would say that it is possible to raise the federal 
revenue currently by at least an additional ten billion dollars. There are 
four main areas from which we can raise this amount, and those areas 
are corporation taxes, individual income taxes, the excise and sales taxes, 
and the so-called “loopholes” in our tax structure. I would prefer to see 
the ten billion dollars raised through about half coming from corpora- 
tions, about a quarter from individuals, and an additional quarter of 
the ten billion coming from the closing of loopholes. I do not think that 
it is necessary, essential, or even wise during this period to resort to 
increasing excise taxes or to go over all the way to the sales tax, as has 
been advocated by some groups. 


Mr. FrrepMan: Let us take these taxes one at a time. Let us turn 
first to corporation taxes. I myself feel that corporation taxes are an un- 
desirable way of raising any additional revenue. The corporation, after 
all, is only an intermediary between individuals. It is not a person to 
be taxed. When we tax corporations, we are, in effect, taxing either the 
individuals who own the corporation and receive dividends or the 
people who buy the products which the corporation produces or the 
wage-earners and others who work for the corporation. Now, it does 
not accord with my idea of ability to pay or of equitable taxation that 
we should levy a tax on a corporation which is the same size, whether 
he person who receives dividends has an income of five hundred dol- 
lars a year or fifty thousand dollars a year. In addition, it seems to me 
he taxes on corporations are an invitation to waste and extravagance, 
since they mean that, for any additional dollars spent by the corpora- 
ion, a large fraction of that is paid by the federal government. 


Mr. Jounson: Yes, I would rather agree with your fundamental 
Josition, except that I do not think, at this time at least, that we should 
ome to the conclusion that we should reduce the corporation income 
ax, largely because the overhauling of the rest of the tax structure which 
would be required by this move would be so drastic. My position would 
ye that further increases in corporation tax should be closely scrutinized 
s over and against the increases in the individual income tax, because 
f the reasons which you, Friedman, stated. 


Mr. Rutrenserc: I find myself, of course, in disagreement with both 
f these gentlemen from the faculty of the University of Chicago. Com- 
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ing from the trade-union movement and being at least a so-called 
economist looking at the problem, I would think that to raise corpora- 
tion taxes would not cause inefficiency and would not cause any other 
kind of failure to do the job. I do not think that increasing corporation 
taxes would result in higher prices to the consumers, as seems to be the 
implication here. I do not think that a corporation tax will be passed 
on to the consumer or cause corporations to be inefficient if we have a 
successful over-all inflation control program and if we have proper 
methods and means of keeping corporations from using the increased 
tax in an inefficient way to pay for costs and what-not that they might 
have. 

As I look at the corporation tax, I see by the Senate and the House 
bills that corporations, after taxes and even after the new tax enacted 
by the present bills before the Congress, will have profits after taxes of 
over twenty billion dollars. This, in my judgment, is three to four bil- 
lion dollars higher than it should be. Therefore, I would suggest that it 
is perfectly equitable, reasonable, and efficient for us to get at least 
another three or four billion dollars from corporations. 


Mr. FriepMan: I do not know what the concept of what “it should 
be” means when you look at corporations. The proper way to judge 
taxes is whether different individuals who are, after all, the people who 
ultimately pay the taxes are being taxed correctly. It seems to me that 
what we ought to do is to concentrate our effort upon distributing the 
tax burden among individuals and not on this false entity, the corpora- 
tion, which is, after all, only an intermediary among individuals. 


Mr. Rutrenserc: Of course, you assume, do you not, that the corpo- 
ration’s entire income is going to be distributed to individual stock- 
holders in the form of dividends? This, of course, as we know during 
the post-World War II period, did not occur. Corporations retained 
upward of two-thirds of their income after taxes in the form of sur- 
pluses and distributed only one-third in the form of dividends. How 
would you get at that problem, if you did not tax corporations? 


Mr. Friepman: I would like to get at that problem by changing our 
corporate tax structure so as to allow dividends as a deduction. This is 
a technical matter which we probably should not go into here, but the 
objective ought to be to require individuals to pay taxes on that part of 
their income which takes the form of an increase in the corporate sur- 
plus or capital value. This would, I think, get at the problem you 
raise, which is certainly a real problem. 


THE UNIVERSITY OF CHICAGO ROUND TABLE 9 


Suppose, though, that we turn now to the individual income tax, 
vhich, from my point of view, is the place where we should get the 
reat bulk of any increase in taxes. All taxes are ultimately paid out of 
ncome. We can most clearly see on whom they fall if we levy them on 
ncome. 


Mr. Rutrensere: I think that the Senate bill which was passed gave 
considerable amount of relief which it should not have given to the 
igh-income individuals in the form of taxes. In other words, what the 
enate did was to increase taxes by 11 per cent across the board, but 
hen it said, in effect, that single individuals with incomes above 
wenty-five thousand and married individuals with incomes above fifty 
housand dollars will, instead of paying an 11 per cent. increase, pay 
mly 8 per cent. This becomes a tax proposal which is less progressive 
m the people with incomes above twenty-five and fifty thousand dol- 
ars. I think that during this period these are the people who can afford 
9 pay and that the Senate should not have granted this extra relief to 
hose people at the same time as it was increasing the tax upon the low- 
ncome individuals. 


Mr. Jounson: Yes, but it should be recognized that even though the 
axes of the highest-income groups have been increased less proportion- 
tely than those in the lower-income groups, the amount of the addi- 
onal tax as a percentage of income after taxes in the highest-income 
roups has been substantially increased, relative to those who are in 
ae bottom bracket. So in this sense the tax levy is higher proportionate- 
, for those at the upper level. 


Mr. FriepMan: It seems to me very misleading to express additional 
axes in terms of taxes already paid. It is much more meaningful to ex- 
ress them in terms of income after taxes. For example, suppose that a 
ian in the bottom bracket is paying twenty cents tax on a dollar of in- 
ome. If we increase his tax by 10 per cent, that takes two cents out of the 
ighty cents he has left. But now suppose that we take a man at the 
yp who is paying eighty cents of his dollar in income taxes. If we in- 
‘ease his tax by 10 per cent, that takes eight cents out of the twenty 
snts that is left. It certainly seems to me that by any reasonable inter- 
retation there is a much heavier tax on the top man than the bottom. 


Mr. Rurrenserc: I am not really interested in the top man as such. 
think that the rates up at the top brackets are very high. But I am 
terested in the distinction between the Senate and the House bills, 
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which is very important. In the House bill they went up to one hun- 
dred and sixty thousand dollars before they began to give relief to the 
top income brackets. In the Senate bill they went up to fifty-four thou- 
sand dollars before giving relief. I think that those people between 
fifty-four thousand and one hundred and sixty thousand can well afford 
to pay the higher tax which the House is imposing. 


Mr. FriepMan: It is extremely misleading to refer to this as “relief.” 
What you mean is that the Senate made the increase in taxes somewhat 
smaller than the House did. That is a far cry from relief. 


Mr. Rutrenserc: I stand corrected. 


Mr. FrrepMan: Let us turn now to the other major areas of tax 
sources, which are excise and sales taxes and the loopholes. I take it that 
we agree that excise and sales taxes are not an area where we can or 
ought to get large additional sums. 


Mr. Jounson: I would agree with that, particularly on the excise 
taxes and sales taxes. We should not impose them at this time. 


Mr. Rurrenserc: The sales tax, it is agreed even by the advocates of 
the sales tax, obviously hits the low-income and middle-income people 
more and harder than it does the high-income individuals. Consequent- 
ly, it is an inequitable and unfair tax, and we ought not to have it. 


Mr. FriepMan: What do you think are the chances, Ruttenberg, that 
along one or the other of these lines the present or the next Congress 
will enact enough taxes to provide for a pay-as-we-go basis? 


Mr. Rurrensere: It is my humble judgment that this Congress will 
not enact a bill which will raise more than some six billion dollars. I 
think, following Senator George’s position, in which he says that we 
cannot raise more than this except through a sales or manufacturing 
tax, that in the next Congress the fight will be on a sales and manufac 
turing tax. There is sufficient opposition in the Congress to such a tax 
so that during the next session of Congress I do not look for taxes to be 
increased much above the present bill. 


Mr. Jounson: The question, then, is what are the alternatives we are 


faced with if we do not really get these additional taxes in the amount 
that we think is necessary. 


Mr. FrrepMan: Of course, one alternative—and the one we all most 
want to avoid—is that if we do not get additional taxes we would in- 
stead get inflation. Of course, I am not sure that it is entirely necessary. 
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| think that if we adopted a sensible monetary policy—a policy of tight 
noney—we might be able to borrow from the current savings of the 
seople a sum sufficient to make up for the kind of deficits about which 
we have been speaking. 


Mr. Rurrenserc: I happen to hold to the view that controlling infla- 
ion and stopping inflationary price movements exclusively through 
nonetary and fiscal policy is not sufficient and adequate. I think that, 
n addition to having a sound over-all tax program, a monetary policy, 
in interest-rate policy, and so forth, we must have additional direct 
ontrols upon prices and wages. 


Mr. Jonnson: I would, however, object to that on two grounds: One 
s that I doubt very much if we can actually make the price and wage 
controls work. And, secondly, even if we could make them work, it 
night well be that the effect upon our economy would be more disas- 
rous than the inflation itself. 


Mr. Rutrensere: I think that we can make them work far better than 
ve can hope for the Congress or the Administration to follow through 
yn the proper kind of fiscal and monetary policy. 


Mr. FrrepMan: For myself I must say that I think wage and price 
ontrols are worse than the evil that they seek to avoid, partly because 
hey would not, in fact, avoid it. But this is a point which we cannot 
liscuss extensively here. 

“Our discussion has been premised on the assumption that foreign con- 
litions would stay much as they are; that we would continue on in the 
resent uneasy state of cold war. Of course, if there should be a drastic 
hange in our foreign situation, this would alter all our discussion. In 
hose terms we are all agreed that the next few months offer no serious 
roblem on the side of the federal budget but that beyond that we are 
aced with a deficit and perhaps a very large one. We are agreed that 
ye should make every effort to pay as we go. We agree that if we fail 
» do so, we are likely to pay through inflation, which is a much less fair 
nd a much more disruptive means of paying for our armaments effort. 


ON DEBT POLICY* 
By HENRY SIMONS 
* 


I HAVE never seen any sense in an elaborate structure of federal debt. 


The national government must, of course, provide and regulate the cur- 


rency—a task it has never faced. It may perhaps, on some occasions, 
properly borrow money; that is, open-market operations are a conven- 
ient, traditional, and perhaps desirable temporizing means of currency 
regulation. 

On the other hand, it is essentially improper and undemocratic 
(Schachtian) to confuse issues by proposing and using a miscellany 
of debt forms. In wartime and in peacetime we should issue currency 
and (or) bonds. We should never disguise currency as bonds or con- 
versely. Moreover, every issue of bonds should be primarily an an- 
nouncement of prospective tax increases. (The converse here is not 
valid, since debt retirement may and should proceed secularly, at least 
if bonds are outstanding in excess of the amounts necessary to facili- 
tate open-market measures.) Bond issues are properly a means for 
checking incipient inflation and are, like currency issue, a means espe- 
cially well suited for prompt action by administrative rather than by 
legislative action. 

Bonds, as the antithesis of money, here denote consols or perpetuities, 
that is, obligations without ether maturities or “call” features. In the 
good financial society bondholders could liquidate only by open-market 
sales; the Treasury could sell only one interest-bearing debt form and 
only by open-market sale; and it could retire such debt only by paying 
the current, free-market price. (There would, of course, be no bonds 
save those of the Treasury or, at least, no trading of private debts on 
organized exchanges; but sane government finance obviously need not 
wait for sane reform in private corporate finance.) 

There is little hope for sound monetary-fiscal policy under representa- 
tive government if our representatives persist in confusing everybody, 
including especially themselves, by issuing moneys, practically moneys, 
and near-moneys under other names. Trying to steer a path between 
phobias about paper money and terror of high interest costs, they cre- 
ate only fiscal bedlam and intolerable monetary uncertainty. .. . 

The issues here come to focus upon the problem of interest rates. 


* Reprinted by special permission from Henry Simons, Economic Policy for a Free 
Society (Chicago: University of Chicago Press, 1948), pp. 220-29. 
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should the Treasury offer better interest terms to its lenders now? 
What interest rates should be offered after the war, when and if we 
lean up an awful mess of debt by consolidations and refundings? If 
vartime borrowing, like wartime (non) taxation, is beyond repair for 
he duration, postwar financial measures cannot yet be dismissed as un- 
Iterably determined wrongly by momentum or political habit. Neither 
nay one concede the impotence of academic opinion or the certainty 
hat its influence will again be predominantly wrong at the crucial time. 

One merit of these strictures about debt form is that, if sound or if 
rovisionally accepted, they largely answer our interest problem by indi- 
ection. Borrowing or refunding via consols must mean higher interest 
ates; we must pay people something to give up the liquidity features 
f their near-moneys. If we will not pay taxes to stop inflation, we must 
it least pay interest! 

It should not be inferred, however, that the devices proposed will 
lecessarily increase the interest burden, real or nominal. Confining 
yond issues to consols, we must pay higher rates, to be sure; but we 
veed not pay higher rates on so large a debt. Retiring short-term and 
edeemable issues, we may then safely have more debt in a noninterest- 
yearing form; indeed, we should certainly need more money to prevent 
leflation if we dispensed with moneys disguised as bonds. Indeed, there 
s even less sense in the Treasury’s paying interest on demand or time 
leposits than in permitting banks to do so (whether in cash or in kind). 

Come at in this way, the postwar problem (if not war finance!) be- 
omes readily intelligible and discussible. Our federal debt should be 
efunded promptly and totally into currency and consols. In other 
vords, we should remedy as rapidly as possible our wartime mistakes 
s to debt forms. (Our sins of omission taxation-wise cannot, unfortu- 
ately, be corrected so easily, if at all. Inflation will prove largely irre- 
ersible—although much may be said for stabilizing the indexes rather 
han the realities, that is, for deflating back to where the indexes tell the 
ruth instead of revising the indexes so that they promptly cease lying 
yhen peace comes.) Some people evidently think that, having done 
verything wrong during the war, we should or must go on doing it all 
yrong afterward. I find little use for the hypothesis that error becomes 
ruth merely by long or consistent practice. 

This leaves the question of how much near-money should be con- 
erted into real, honest money and how much into consols. The answer 
; simple in principle and amenable to determination by experiment. 
tis only a matter of implementing monetary stabilization, that is, of 
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doing what is necessary to stabilize some sensitive and reliable price 
index. The major variable, namely, private investment, is largely an 
independent variable for fiscal or monetary policy—assuming that thrift 
is not undermined by extreme inflation and internal disorder. Invest- 
ment is largely a matter of the fundamental security of property, in- 
cluding security against monopolies, labor and other. Another major 
variable is postwar banking policy, especially as to reserve requirements 
or permitted devices of corporation finance. (It would certainly clear 
the air, however, if banks as owners of federal debt were offered simply 
a two-way choice between “unsupported” consols and fully supported 
currency.) Finally, there is the relation between federal tax revenues 
and expenditures. 

The rule for policy as to consols and currency, that is, for composition 
of the debt including money, is simply stabilization of the value of 
money. Converting money into consols is an anti-inflation measure; 
converting consols into money is a reflationary or anti-deflation meas- 
ure; and that is that. The problem becomes difficult or complicated only 
on the assumption that measures taken in other areas of policy will 
simply prevent stabilization, regardless of debt policy. Considering the 
amount of debt available to be monetized, the real problem here is un- 
controlled inflation. Until this whole game is hopelessly lost, however, 
it is the business of debt policy to assume that it will mot be lost and to 
stick to its appropriate anti-inflation measures whatever the interest 
cost. Above all, it should both assume and imply that the Treasury 
intends to stay in business, not just for ninety days or ten years but. 
indefinitely, and issue its obligations accordingly. 

Simple debt management would almost certainly improve policy and. 
action in other areas. If Congress and the executive could finance ex 
penditures only by taxation, by currency issue, or by borrowing, each’ 
in its most straightforward form, we might expect really responsible 
behavior not only in these matters but in expenditure as well. Currency| 
issue, as I have argued elsewhere, is both a more effective and politically 
a safer means of reflation or inflation than is (that compounding of 
opposites) inflationary borrowing, if only because the process and its 
possible abuses are generally understood. It would be hard politically 
to pursue obviously inflationary finance in the midst of actually infla- 
tionary conditions. Moreover, it would be politically more difficult to 
hold taxes down or expenditures up if the obvious cost was borrowing 
at open-market consol rates—with “danger” of having to pay through 
the nose later on to retire the current consol issues. On the other hand, 
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t would be conveniently difficult to advocate or to pursue a scheme 
f combating deflation by selling consols to private issuing agencies 
banks). The case for currency issue instead of indirect deposit cre- 
tion would be very clear. 

Many readers will have recorded their categorical dissent from our 
roposals because these all imply a price-index rule or guide for policy. 
persist in the notions that stabilization of the value of money, how- 
ver unrealized, is the only rule or principle of monetary-fiscal policy 
ve have ever had, that it is the only rule really available to a demo- 
ratic society, and that only by recognizing and by accepting this rule 
xplicitly can legislatures be made responsible financially or business be 
pared intolerable monetary uncertainty. Be that as it may. One may, 
presume, reject price-level stabilization without embracing its oppo- 
ite. Opponents, in the main, do not advocate maximum instability or 
otal monetary uncertainty. Rather they recommend crossing bridges 
vhen we come to them, that is, trusting to the authorities of the mo- 
nent, or crossing, bridge or no bridge, and finding the bridge afterward 
E we did not drown. Consequently, it may be of interest to see what 
inds of measures are consistent with stabilization and what kinds are 
jot, since no one is proposing to go squarely in the opposite direction. 
The important fact is that so many people are actually proposing meas- 
res or stressing considerations which lead where no one wants to go. 

Let us first belabor those numerous folk who, while applauding, con- 
loning, or just not discussing the size of our debt, insist on keeping 
lown its interest burden. The company is numerous, distinguished, and 
ighly placed, both in government circles and in academic esteem. 
there is, to be sure, a grain of wisdom in their solicitude. First, the 
“reasury should never offer its issues on such terms that radical ration- 
1g measures are required; bonds should not be distributed like post- 
aasterships. Second, the government should never raise interest rates 
y promoting, by encouraging, or by tolerating expectations of price 
iflation. These propositions about exhaust the truth in a mountain of 
solishness. The truth assay is really very low. 

Subject to these obvious reservations, the Treasury should seek always 
) pay as much interest as possible. (There may be impurities here, but 
have not found them.) This merely amounts to saying that it should 
ay enough interest to prevent inflation. On the other hand, as a corol- 
ry, it should also always issue as much money as can be issued with- 
ut raising the price level. Thus, it should simultaneously maximize the 
ite of interest payment and maximize the amount of noninterest- 
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bearing issue, subject to the same condition, namely, a stable price level 
or index. 

Since it is difficult to argue about axioms, I shall attempt only some 
elenctic remarks. First, if one wants to minimize the nominal interest 
cost, one may best resort to paper money. It is admittedly improper to 
issue additional currency when inflation is under way. By the same 
token, it is wrong to issue short maturities or, indeed, any debt form 
save that furthest removed from the pure-money category. In such cir- 
cumstances issue-yields will normally vary directly with maturities. 
Consequently, when we want to stop inflation, we should maximize 
interest rates; we should mop up money not with other moneys slightly 
disabled but with money contracts as much unlike money as possible. 
Conversely, stopping deflation, we should issue not near-moneys but the 
real thing without disabilities; and, issuing it, we should displace not 
near-moneys but as-far-from-money-as-possible moneys. 

During actual or imminent deflation, on the other hand, it may be 
better to borrow at short term than at long term; but it is best not to 
borrow at all, that is, to issue merely currency, not only for the desired 
immediate effect but also for long-term safety and minimal national 
misunderstanding. Borrowing is an anti-inflation measure, not a proper 
means for financing reflationary spending. Borrowing is properly a 
means for curtailing purchasing power, private and governmental. To 
use it for injecting purchasing power is (to repeat a figure I have used 
elsewhere) like burning the fire engines for heating purposes when 
there is an abundance of good fuel to be had free. 

To repeat, the right way to lower interest costs is to issue paper 
money—which sometimes is and sometimes is not a proper thing to do. 

Let us now argue obliquely from another direction, namely, from) 
the standpoint of the Treasury as central bank (which it alone should 
be). Here is the one aspect of the traditional monetary-fiscal pattern 
which has been mainly correct—indeed, the only one where perverse- 
ness has not prevailed. It is naturally also the phase of action with re’ 
spect to which orthodoxy is most nearly sound. It is generally agreed 
that the Treasury, at least in disguise, should sell bonds to banks in 
boom times and buy them during severe deflation. This obviously 
means, in general, seeking to maximize capital losses over time, con- 
centrating purchases at bond-price peaks and concentrating sales at the 
lows. (Why such inherently lossful responsibilities were ever delegated 
to private corporations, I have never understood.) 

Surely it is logically or heuristically permissible to treat such capital 
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ss¢s as part of the cost of servicing the debt. Indeed, in an institution- 
lly well-ordered democracy, based on systematic dispersion of power, 
: would probably seem silly to regard them otherwise. One of the costs 
f living with near-moneys, even though they be no nearer than consols, 
es in the necessity of forever buying them dear and selling them cheap, 
S$ monetary stabilization necessitates. Even if we evade the responsi- 
lity of rapid secular amortization, we must always be prepared to give 
noney freely for bonds when they are most valuable and to take money 
or bonds -when they are least valuable. 

Thus, we may charge that proponents of minimal “controlled” rates 
nm our federal bonds are inconsistent unless they also propose to reverse 
raditional rules about open-market operations. Surely the formal inter- 
st burden could be diminished or offset budgetwise if “perverse” rules 
f Federal Reserve practice were “put straight,” if Reserve Bank capi- 
al-gain profits were recaptured, and if the revenues thus smartly ob- 
gained were used instead of taxes to pay bond interest! There should 
€ no trouble in selling the scheme, for it only involves asking the Re- 
serve banks to make more money and to follow accepted Treasury 
ractice instead of attempting to stabilize prices—which, behavior not- 
vithstanding, they have always denied trying to do and certainly have 
jot the power to do. Indeed, even for intelligent people, it may seem 
vise to do everything wrong consistently, since the shortest political 
Oute to thesis may involve going all the way to antithesis first. 
tis now fitting to pass comment on some minor variants of the antith- 
sis. Some people, while commending and condemning mildly a little 
it of everything in practice, have steeled themselves to accept postwar 
efunding into longer if not indefinite maturities but still lack the forti- 
ide to accept possible high costs of debt retirement. Thus, they veer 
sward a consol form for the bondholder but leap back toward money 
or the Treasury via wide or indefinite “call” options. Here the incon- 
stency noted above is just reversed. The advocate of call features, 
thile accepting higher interest rates, seeks to avoid the illusory mis- 
srtune of contingently high bond prices. Escaping one horn of a spuri- 
us dilemma, he impales himself on the other; or, in a better figure, 
e avoids Charybdis by smashing upon Scylla. 

The proper way to avoid high prices for retired debt is to avoid de- 
ations, that is, to maintain private investment and reasonably attrac- 
ve alternative investment outlets for private funds. Labor and patent 
jonopolies, among others, may make this difficult to achieve by mone- 
ry measures; but debt policy should do its best willy-nilly and stick 
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